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An analysis of Finnish manufacturing and services
RITA ASPLUND
The Research Institute of the Finnish Economy ETLA
Loennrotinkatu 4 B, FIN-00120 Helsinki Finland
Rita.Asplund@etla.fi
Abstract:
The economic turbulence that has characterised the Finnish economy over the past decade or so
has had considerable impact on employment trends and thus on the mobility of individuals
between jobs as well as between employment and non-employment. Apart from a marked shift
in employment from manufacturing to service industries, both manufacturing and services have
seen a growth in jobs in the latter half of the 1990s. These trends raise important questions,
since the types of jobs created and, hence, the kinds of individuals recruited have varied and can
be expected to continue to vary substantially across sectors and industries.
This paper attempts to highlight the mobility issue by analysing the inflow into manufacturing
jobs, on the one hand, and service sector jobs, on the other, with a distinction made between six
categories depending on the labour force status of the recruited individuals. This can provide
policy-relevant insight on the labour market success and failure of individuals differing in
“recruitment background” in times of boom and recession and particularly in periods of rapid
technological progress. Attempts are also made to compare the earnings of the six categories in
terms of average earnings, earnings dispersion, and earnings growth. A comparison is also made
of the “entering position” in the earnings distribution of those having been recruited to examine
whether the quality of jobs seems to differ systematically across the six categories. Special
attention is thereby paid to the flow into low-paid jobs and the “stability” of such employment.
Key words: earnings, employment stability, low pay, manufacturing, mobility, retail trade,
service sector, hotels and restaurants
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1. Introduction
The Finnish economy has over the past decade or so been characterised by tremendous
turbulence. The 1980s saw a steady improvement in the economic activity level that
towards the end of the decade turned into a boom of unseen intensity. Finland was
labelled “Europe’s Japan”. This prosperous development, however, came to a sudden
end in the early 1990s. Signs of emerging economic problems were discernible already
in the autumn of 1990, mainly in the export sectors, and in 1991 an unfortunate
combination of bad luck and bad policies plunged the Finnish economy into its deepest
economic crises since the 1930s.
1 Within three years’ time (1990–93) more than half a
million jobs were lost, and the unemployment rate climbed from one of the lowest (less
than 3.5%) to one of the highest (over 18%) in Europe. Simultaneously the growth in
GDP slowed down and, for a few years, even turned strongly negative.
The first weak signs of a recovery were sighted in the exporting manufacturing
industries late in 1993. The recovery intensified during the next years and also started to
spread to other parts of the economy. GDP growth exceeded all economic forecasts,
amounting to an average of 5.1% per year for 1996–98 compared to 2.7% for the OECD
as a whole. Due to this extremely rapid growth rate, GDP has more or less returned to
its historical time trend, and the deep recession years seem to have caused merely a
temporary trend break. In view of this, the unemployment rate has declined very
moderately and at an ever-slower pace. (Figure 1)
Underlying the rapid growth in GDP is an extremely rapid growth in productivity in the
manufacturing sector that has pushed Finland close to the USA, the productivity world
leader (Figure 2). This development has also rendered Finland top rankings in recent
international comparisons of competitiveness. Two factors seem to explain this
extraordinary growth in productivity. First, the economic recession in the early 1990s
started a process that can be characterised as “Schumpeterian creative destruction” with
extensive closing-down of low-productivity plants and companies (e.g. Maliranta 1997;
2000b). Second, Finnish firms invested enormous amounts in new technology. These
private business investments in R&D were further boosted by a notable expansion in
public R&D support. Indeed, according to comparisons undertaken by the OECD
investments in R&D increased most strongly in Finland in the 1990s and, as a
consequence, Finland managed to join the top-ranking countries of Japan, South Korea,
Sweden and the USA (OECD 1999, Asplund 2000a).
                                                          
1 For a discussion of the Finnish depression and its reasons, see e.g. Finnish Economic Papers (1996) and
Kiander & Vartia (1998).7
Figure 1. Trends in real GDP (left scale) and the unemployment rate (right scale)
Source: ETLA’s database
Figure 2. Trends in employment (left scale) and productivity (right scale)
Source: National Accounts for employment and Maliranta (2000a) for productivity
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This economic reality has had considerable impact on employment trends and thus on
the mobility of individuals between jobs as well as between employment and non-
employment. As in most other industrialised economies, there has been a marked shift
in employment from manufacturing to service industries, the supposed engine of job
creation also in the future. But the Finnish experience reveals non-negligible job growth
in the manufacturing sector as well (Figure 2), a trend that can be ascribed to the
technological explosion especially in telecommunications.
These employment trends raise important questions of policy relevance, since the types
of jobs created and, hence, the kinds of individuals recruited have varied and can be
expected to continue to vary substantially across sectors and industries. In particular, the
jobs created in the manufacturing sector are heavily technology-driven
2, while the jobs
created in the service sector range from (increasingly temporary) low-paid jobs to high-
paid expert jobs in combination with a sharpening division of, respectively, lower- and
higher-paid jobs between the different service industries.
This paper attempts to highlight the mobility issue by analysing the flow into
manufacturing jobs, on the one hand, and into service sector jobs, on the other, with a
distinction made according to the labour force status of the recruited individuals. More
specifically, the workforce of each year is divided into a total of six categories
depending on “the pool of individuals” that the employee belonged to in the previous
year. These categories are: (1) still employed in the same sector and the same firm; (2)
recruited from another firm in the same sector; (3) recruited from the manufacturing
sector (alternatively, from the service sector); (4) recruited from some other sector; (5)
recruited from among the unemployed; (6) recruited among those outside the labour
force. Comparing the observed recruitment patterns over time provides insight on the
labour market success and failure of individuals differing in their recent working
history, in times of boom and recession and particularly in periods of rapid
technological progress. Here the unemployed stand out as a category of particular
interest.
Apart from overall mobility patterns, attempts are also made to compare the earnings of
these six categories in terms of average earnings, earnings growth, and earnings
dispersion. In addition a comparison is made of the “starting position” in the earnings
distribution of those having been recruited in order to examine whether the quality of
jobs – as measured by the relative earnings level – seems to differ systematically with
                                                          
2 Several recent studies show that the growth in manufacturing employment has been concentrated to
technology-intensive firms and industries, see e.g. Asplund & Lilja (2000), Maliranta (2000b) and
Ilmakunnas & Maliranta (2001).9
the individuals’ “recruitment background”. Special attention is thereby paid to the flow
into low-paid jobs. Finally a simple attempt is made to uncover potential differences in
employment stability between the workforce categories under study.
The data set used is a 20 per cent representative sample drawn from Employment
Statistics compiled by Statistics Finland. This data source has been constructed by
merging administrative registers, and covers the whole Finnish population starting from
1987. The sample was drawn randomly from the 1987 population and the close to one
million people included in the sample have so far been followed up to 1997.
The analysis presented in this paper is mainly descriptive. It includes the manufacturing
sector and the service sector
3 with a further extension made to two service sector
industries with a relatively high concentration of low-paid jobs, that is, retail trade and
hotels and restaurants. In a next step, econometric modelling will be used to explore
whether the observed differences in labour market outcomes between the six categories
is primarily the result of differences in background characteristics or whether the
individual’s previous labour force status exerts an independent influence as well. As a
final step, the analysis will be complemented with a similar examination of the outflow
of labour, that is, patterns, trends and determinants.
2. Recruitment patterns in manufacturing and services
The persistence of the workforce and the inflow of new employees from other sectors as
well as from among the non-employed are illustrated on a rather crude basis in Figures
3 and 4, separately for the manufacturing sector and the service sector. Both sectors are
characterised by a high tendency of employees of remaining in their “own” sector when
comparing the situation in two consecutive years. Throughout the investigated time
period the share of “stayers” has almost persistently fallen in the interval 85 to 90%,
with both sectors displaying much the same trend over time, but with slightly larger
fluctuations in manufacturing than in services. The hampering effect of the recession
years on mobility stands out clearly in the two figures.
4 Also the influence of the “mini-
                                                          
3 The service sector is intended to reflect private-sector employment. Throughout the analysis it is defined
to include the following industries: wholesale and retail trade; hotels and restaurants; transport and
communication; finance and insurance; real estate, cleaning and rental services; technical and business
services; education and research; health and social welfare services; recreational and cultural services;
organisational and religious activities; and other services. Some of these admittedly involve both privately
and publicly financed elements that do not allow a proper distinction to be made between private-sector
and public-sector activities. The only industry with a pure public-sector characteristic that has been left
outside the subsequent analysis is public administration and defence.
4 This effect has also been documented in e.g. Asplund & Lilja (2000), Maliranta (2000b) and Piekkola &
Böckerman (2000).10
recession” that hit the manufacturing sector in 1996 is discernible. Over the post-
recession period, both sectors nevertheless display a downward rather than an upward
trend in the share of stayers and, conversely, an increase in the relative importance of
the inflow of labour from other sectors and, especially, from non-employment. This is
also to be expected in view of the net job growth that has characterised both
manufacturing and services during the latter half of the 1990s.
In relative terms, the flow of employees from other sectors
5 has persistently been
slightly higher into manufacturing than into services; in absolute terms, the difference
between the two sectors has been minor. The recession years slowed down the mobility
across sectoral borders, and in the post-recession years the recruitment share from other
sectors has varied between 2 and 3% for manufacturing and has remained less than 2%
for the service sector.
Instead of recruiting from among those employed in other sectors, the emphasis has
shifted towards the pool of non-employed. This is true especially for the service sector
for which recruitment among the non-employed has traditionally played a more
important role. The relative share of hires among the non-employed declined only
slightly during the recession years, and has shown an increasing trend in the post-
recession period. In the manufacturing sector, in contrast, the interest for hiring non-
employed weakened further during the recession, increased when the recovery started,
returned temporarily to its pre-recession level during the mini-recession in 1996, but
seems to regain in strength towards the end of the decade.
These different trends both within sectors and between sectors justify a more detailed
analysis of the persistence and inflow of labour. This is done in Table 1 for the
manufacturing sector and in Table 2 for the service sector. A further division of those
classified as still being employed in the same sector reveals that in both manufacturing
and services approximately three out of four worked for the same employer in year t as
in year t–1. The most conspicuous deviations are the boom year of 1989 with a much
lower than average tendency of employees of staying in the same firm, and the
recession years with the staying-on tendency peaking in the opposite direction. The only
discernible difference between the two sectors seems to be a more rapid reaction to
changes in the economic activity level in the service sector than in manufacturing. More
specifically, the share of those staying in the same sector and the same firm increased
more rapidly among service sector workers when the recession hit, but fell more quickly
when the recovery set in.
                                                          
5 Other sectors refer here not only to, respectively, manufacturing and services, but also to agriculture and
forestry, mining, energy and water supply, and construction.11
Figure 3. Manufacturing: persistence and inflow of labour, 1988–97, %
Figure 4. Service sector: persistence and inflow of labour, 1988–97, %


























































Table 1. Manufacturing: persistence and inflow of labour, 1988–97, %
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Manufacturing,
same firm 75.1 68.0 71.8 74.8 80.3 83.4 73.5 78.3 76.8 78.2
Manufacturing,
change of firm 11.0 14.3 13.1 14.0 9.3 6.0 11.4 7.9 11.7 8.0
Employed in the
service sector
1.8 3.2 4.8 2.3 2.5 0.8 0.6 0.7 0.6 0.6
Employed in
other sector 4.4 6.8 4.3 4.7 2.1 2.2 2.3 2.8 2.3 2.6
Unemployed 2.2 2.2 1.4 1.2 3.2 4.3 7.4 5.0 3.9 5.2
Outside the
labour force
5.5 5.6 4.7 3.0 2.6 3.3 4.8 5.3 4.8 5.4
No. of obs.
(1,000 persons) 95,9 91,1 87,1 73,2 65,9 61,8 74,3 75,7 75,0 76,6
Table 2. Service sector: persistence and inflow of labour, 1988–97, %
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Service sector,
same firm
74.9 68.9 74.5 77.9 82.4 76.6 70.6 75.5 76.6 73.1
Service sector,
change of firm 10.8 16.6 11.6 11.4 7.3 13.5 15.0 9.6 8.3 11.5
Employed in
manufacturing 2.5 2.6 2.6 1.3 0.8 0.5 0.9 1.1 1.0 1.5
Employed in
other sector
0.8 1.0 1.0 0.6 0.4 0.4 0.4 0.3 0.4 0.4
Unemployed 2.4 2.3 1.9 2.0 3.8 4.5 7.1 6.7 6.1 6.2
Outside the
labour force 8.6 8.7 8.3 6.8 5.2 4.5 5.9 6.8 7.6 7.2
No. of obs.
(1,000 persons)
219,1 218,7 220,3 210,1 197,6 182,1 187,0 190,8 200,3 211,413
Not surprisingly the trends observed in sector/firm stability show up with the opposite
sign when looking at employees’ tendency of moving to another firm engaged in the
same sector. On average, one out of ten makes such a move within a year, and again this
seems to hold roughly for both sectors. The share of same-sector/change-of-firm movers
was considerably higher in the boom year of 1989 and notably lower during the
recession peak. Likewise, within-sector mobility declined more rapidly among service
sector workers when the recession deepened, and increased more rapidly when the
economy started to recover. Indeed, within both sectors the economic turbulence turns
out to have caused changes in worker stability and mobility that have more or less
outweighed each other. This, in turn, shows up as minor fluctuations in the overall share
of workers having stayed in the sector from one year to the next (as shown in Figures 3
and 4).
Above it was noted that the inflow from other sectors has persistently been a relatively
more important recruitment channel for manufacturing than for services. From Table 1
it is evident that these hires have mainly concerned people working in non-service
industries, that is, in agriculture, forestry, mining, energy and water supply, and
construction. In the service sector the situation is the opposite with hires among
manufacturing workers being more important than hires among those working in other
non-service industries (Table 2). Obvious reasons for this difference are intensified
outsourcing from manufacturing to services, especially in the late 1980s, and most
activities of other sectors being closer to those performed in manufacturing than in
services. Irrespective of the sector recruited from, the trend points downward, though.
The flow into manufacturing of individuals not belonging to the labour force declined
markedly during the recession years, but returned quickly to pre-recession levels when
the recovery started. At the turn of the decade 1980/90 the pool of those outside the
labour force was more or less an equally important recruitment channel as those
employed outside manufacturing, especially in non-service industries. And its relative
importance strengthened further during the recovery with the weakening interest of
manufacturing firms in hiring non-manufacturing labour.
Another recruitment channel that gained in relative importance when filling up the new
manufacturing jobs that were created during the economic upturn was the pool of
unemployed. The recruitment of unemployed was particularly frequent in the year when
the unemployment rate was highest and the structure of the unemployed most
favourable from the employers’ point-of-view. The deep recession had pushed also
higher-educated people into unemployment, and these were evidently among the first to
leave unemployment when more labour was demanded for the new jobs that were14
created mainly in technology-intensive manufacturing firms and industries.
6 With the
declining “quality” of the pool of unemployed also the flow of them into manufacturing
jobs has thinned out.
The hiring of unemployed into the service sector shows much the same trend. But the
inflow of unemployed seems to have better maintained its position as a relatively
important recruitment channel. Table 2 further reveals that the inflow into service sector
jobs from among those outside the labour force has quickly recovered and is regaining
its position as the most important recruitment channel after within-sector hires.
One important question, which Tables 1 and 2 do not give an answer to, is whether the
increasing interest for unemployed and the renewed interest for those outside the labour
force possibly conceals fundamental changes in employment conditions compared to the
pre-recession situation. It is rather well documented that a large majority of all new jobs
have been of a temporary nature. But there is practically no knowledge available on the
background of the individuals having entered these atypical jobs. In view of Tables 1
and 2 it seems that many of them have recently been non-employed, which probably
makes them more prone to accept atypical job arrangements. Simultaneously, the
uncertainty that such job contracts add to the labour market situation is likely to make
employees in other sectors and industries more reluctant to changing jobs, which may at
least in part explain the decline in the relative importance of these recruitment channels
and thus in between-sector mobility.
Unfortunately, the data set used does not contain information on employment conditions
and job contracts. A simple but fairly informative way to approach this issue is to
explore the changes that have eventually occurred in the labour force status over the
next few years after the recruitment. Are these new hires still employed or have they
(re)entered the pool of non-employed? The outcome from such an exercise is reported
in a subsequent section.
3. Recruitment patterns in retail trade and hotels and restaurants
In the late 1980s retail trade covered some 11.5% of all employment in the service
sector. The employment share of hotels and restaurants was considerably lower, or just
over 5%. Both industries saw a steady decline in their relative employment share over
the next years. Retail trade experienced its lowest share in 1997, when it covered just
                                                          
6 The recruitment of unemployed into manufacturing jobs is explored in more detail in a study in progress
(Asplund 2001).15
below 9% of all service sector employment. By 1999 it had recovered to about 9.6%. In
hotels and restaurants, on the other hand, the bottom was reached already in 1993/94 –
down to 4.6%, but ever since the industry’s employment share has increased and
amounted to 5.3% in 1999.
In both retail trade and hotels and restaurants the fluctuations in the persistence and
inflow shares of labour have been notably larger than for the service sector as a whole
(Figures 5 and 6). At the turn of the decade 1980/90, when the economy was booming,
the probability of staying-on for another year was down to some 73% or less in both
industries. When the recession hit, the tendency of leaving the industry declined
markedly. The share of stayers climbed rapidly to over 85% in retail trade but reached at
most only 80% in hotels and restaurants. And in both industries the stability of the
labour force dropped equally quickly when the recovery started. In hotels and
restaurants the probability of being employed in the industry also the next year fell to
pre-recessional levels (some 70%) but remained at a higher level in retail trade (close to
80%). Also in these two industries the trend points down rather than up, however.
At the turn of the decade 1980/90, both industries were characterised by a substantial
inflow of labour from other industries as well as from non-employment. But the
recruitment of labour from other industries dropped suddenly when the recession hit,
more so in retail trade than in hotels and restaurants, and has remained at this lower
level throughout the investigated time period. The inflow from non-employment, in
contrast, was strained only marginally during the recession years, and was soon
exceeding even pre-recessional levels.
Splitting the stayers’ category into those having changed versus not having changed
firm from one year to the next displays no surprises (Tables 3 and 4). In both industries
the tendency of remaining in the same firm strengthened with the recession and,
conversely, the recruitment of labour from other firms engaged in the same industry
declined. Moreover, the higher degree of labour mobility in hotels and restaurants as
compared to retail trade that was evident already in Figures 5 and 6 above, is repeated
also when examining within-industry mobility.16
Figure 5. Retail trade: persistence and inflow of labour, 1988–97, %
Figure 6. Hotels and restaurants: persistence and inflow of labour, 1988–97, %


























































Tables 3 and 4 further reveal that for both retail trade and hotels and restaurants, the
other service sector industries represent the most important channel when recruiting
among those employed outside the own industry. Those employed outside the service
sector seem to be of minor interest to firms engaged in retail trade and hotels and
restaurants, and especially if employed in a non-manufacturing sector, that is, in
agriculture, forestry, mining, energy and water supply, and construction. A common
feature of these three alternative outside-own-industry recruitment channels, however,
is that their relative importance has declined during the investigated time period.
When dividing the non-employed into those having been recruited from among the
unemployed, on the one hand, and from among those being outside the labour force, on
the other, both industries stand out as important channels into the labour market,
especially for those entering from outside the labour force. Indeed, the relative share of
labour market entrants reveals a steady upward trend, and by the mid-90s they were the
most important single recruitment channel for both industries. The rapid increase in the
flow of unemployed into both retail trade and hotels and restaurants seems to have come
to an end already in 1994, and the relative share of ex-unemployed has shown a
downward trend ever since. The pattern observed for the service sector as a whole as
well as for the manufacturing sector is, in other words, repeated at least when it comes
to these two service sector industries.
All in all, both retail trade and hotels and restaurants seem to represent service sector
industries that are more sensitive to changes in the economic activity level than the
service sector on average. Both industries also reveal higher than average degrees of
labour mobility. This holds for within- and between-industry mobility as well as for
mobility from non-employment into employment. Moreover, of the two industries the
workforce of retail trade is clearly the less mobile one. Finally, the high share of non-
employed individuals having been recruited to the two industries will add important
features when next turning to the question of job quality, as measured by earnings, and
to the analysis of employment stability undertaken in a later section.18
Table 3. Retail trade: persistence and inflow of labour, 1988–97
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Retail trade,
same firm 69.0 63.8 62.9 74.1 76.9 80.4 71.1 66.9 71.5 70.2
Retail trade,
change of firm 7.6 10.2 9.8 8.6 7.7 5.9 9.0 10.7 8.1 6.8
Employed in
other services
6.8 9.1 8.5 5.4 4.0 2.8 3.1 3.1 2.8 3.8
Employed in
manufacturing 2.4 2.0 3.9 1.2 0.8 0.3 0.9 2.8 1.3 1.9
Employed in
other sector 0.8 0.8 1.5 0.5 0.8 0.3 0.3 0.3 0.2 0.4
Unemployed 2.2 2.1 1.7 1.9 3.4 4.2 7.3 6.1 5.2 5.5
Outside the
labour force 11.1 12.0 11.8 8.3 6.3 6.1 8.2 10.1 11.0 11.5
No. of obs.
(1,000 persons) 24,9 23,9 24,8 21,9 19,9 17,5 17,3 17,7 18,0 19,1
Table 4. Hotels and restaurants: persistence and inflow of labour, 1988–97
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Hotels & rest.,
same firm
60.8 57.5 61.9 63.2 67.1 66.1 57.4 59.5 63.6 60.1
Hotels & rest.,
change of firm 12.0 11.9 11.2 15.2 12.2 10.1 12.5 11.4 7.2 9.6
Employed in
other services 9.3 11.8 10.1 8.5 5.3 6.7 5.8 5.5 5.5 6.3
Employed in
manufacturing
1.7 2.4 2.0 1.2 1.2 0.3 1.1 0.8 0.8 1.8
Employed in
other sector 0.3 0.6 0.8 0.3 0.3 0.2 0.2 0.2 0.2 0.2
Unemployed 3.9 3.4 2.5 2.9 6.2 8.4 12.4 9.9 8.5 8.5
Outside the
labour force
12.2 12.5 11.4 8.8 7.7 8.2 10.6 12.6 14.1 13.5
No. of obs.
(1,000 persons) 11,0 11,5 11,0 9,7 8,5 7,6 7,9 8,1 8,6 9,319
4.  Earnings levels and growth
This section focuses on the levels and growth rates of earnings of the six categories into
which the workforce of, respectively, manufacturing, services, retail trade, and hotels
and restaurants has been divided. But before proceeding to this issue, it might be
informative to look at the relative earnings of the two sectors and the two industries, and
the development over time of these earnings ratios. This is done in Figure 7 with the
average (gross) hourly wage in private-sector services used as the point of reference.
Figure 7. Average (gross) hourly wages in manufacturing, retail trade, and hotels
and restaurants relative to those in private-sector services, 1975–99
Source: ETLA’s database
The figure reveals a gap in average pay between manufacturing and private-sector
services that has widened ever since the early 1980s. Moreover, in the recovery years of
1994 and 1995 the upwardly sloping trend in relative manufacturing wages suddenly
shifted to continue from a considerably higher level, and at the turn of the century the
average hourly wage in manufacturing was close to 50% higher than in private-sector
services. This tremendous strengthening in the relative wage position of manufacturing
workers is yet another expression for the profound restructuring that the manufacturing
sector and its workforce were pushed into by the deep recession in the early 1990s.
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Both retail trade and hotels and restaurants stand out as low-paid service sectors, albeit
their relative wage position does have improved slightly over the past decades.
Compared to each other, the average hourly wage in retail trade has mostly been some
10–15% lower than in hotels and restaurants. However, due to strong wage fluctuations
in hotels and restaurants in the 1990s and an outstanding downward trend in wage levels
towards the end of the decade, the difference in average hourly wages between the two
industries has practically disappeared.
In the subsequent analysis, the earnings concept refers to average (gross) monthly
earnings as calculated from information on annual earnings and months worked during
the calendar year. Annual earnings correspond to annual taxable earnings as recorded in
tax registers, while the annual number of months in work originates from various
registers. No information is available on the number of weeks and hours worked. There
is no distinction made between full- and part-timers, either.
For those not having worked on a full-time, full-year basis, the working month no doubt
stands out as a rather crude measure. If the time worked during the year does not add up
into full months, then the calculated average monthly earnings will inevitably either
over- or underestimate the actual average monthly earnings of that year. These problems
can be expected to be most severe for individuals who have experienced spells in
unemployment and/or outside the labour force during the year. This expectation
receives support in the data in the sense that the share of extremely high and, especially,
of unrealistically low monthly earnings is highest in the category of workers recruited
among the unemployed as well as in the category of workers recruited among those
outside the labour force.
7 The data offers no possibility to avoid this situation, however.
8
                                                          
7 The upper and lower bounds for “acceptable” calculated monthly earnings are drawn based on minimum
wage considerations and the development of the general wage index.
8 What the data does offer is an opportunity to recalculate the monthly earnings of individuals having
experienced spells of unemployment during the year. In addition to the number of months in employment,
the data also gives the number of months in unemployment. This piece of information has been added
from the unemployment registers of the Ministry of Labour. But no attempt has been made by Statistics
Finland to adjust the individuals’ numbers of months in employment to the length of the unemployment
spell(s) eventually experienced during the same year. Consequently there are individuals whose working
months and unemployment months sum to over 12, indicating that their monthly earnings are
underestimated when only using the information on months in employment. However, if adjusting the
number of months worked to the number of months in unemployment, it is implicitly assumed that the
information on unemployment is more correct than that on employment, and there is no evidence
justifying such an assumption. It is, nevertheless, of some interest to compare the “adjusted” and
“unadjusted” earnings for the six workforce categories identified. Most important, the difference in
outcomes is negligible for all categories except for those recruited among the unemployed, whose
adjusted monthly earnings are on average higher than the unadjusted ones. This difference turns out to be
larger in manufacturing than in services. Moreover, in manufacturing it seems to correlate positively with
the unemployment rate, while in the service sector the correlation coefficient rather shows up with a
negative sign.21
Apart from unavoidable measurement errors in the calculated average monthly earnings,
the earnings comparisons presented below are also affected – to an unknown degree –
by the fact that the information on individuals’ labour force status refers to one single
point of the year, viz. the last of December. The individuals’ activities during the year
are not documented. Hence, we do not know when during the year the observed move
occurred. – Was it even the only one? Nor do we know why the individual moved. The
potential explanations are numerous: better job offer, lay-off, employment arrangements
supported by the public sector, etc. With these qualifications in mind, the earnings
levels and growth rates of the six workforce categories reveal the following patterns.
Figures 8 and 9 present the earnings levels of the manufacturing workforce. In Figure 8
the reference earnings level is the mean of the average monthly earnings in 1988 of
those who are observed to have been in the same manufacturing firm in 1988 as in
1987. This figure thus provides a combined picture of relative earnings levels and
relative earnings growth rates of the six categories under study. Figure 9 merely
clarifies, on an annual basis, the absolute gap in mean earnings between the six
categories over the different years investigated.
The clustering of the six categories into two distinct groups – the previously employed
and the previously non-employed – is outstanding. Those who have stayed in the same
firm for another year have seen a steady growth in their earnings irrespective of the
dramatic changes in the activity level of the economy. Compared to these stayers, those
having moved to work for another manufacturing firm experienced wage gains in the
pre-recession years, wage losses in the recession years, and rapidly growing wage gains
in the post-recession years. This clearly hints about the dominating reason behind the
change of firm. In the post-recession years, the mean earnings of these within-
manufacturing movers have clearly exceeded those of their staying colleagues, which
can be taken to reflect the intensified, technology-enhanced competition for higher-
educated labour in combination with increasing shortages of specialised skills,
particularly in rapidly expanding industries.
Those having moved to a manufacturing job from a non-manufacturing industry seem to
have fared worse than within-manufacturing movers. This holds especially for the 1990s
and more so for those having moved from the service sector as compared to those
having come from some other non-manufacturing sector. An intuitive explanation
would be that these “outsiders” do not possess the specialised skills that well-paid
manufacturing jobs usually require. Acquiring such skills demands training both on- and
off-the-job.22
Figure 8. Manufacturing: relative mean earnings according to labour force status
in the previous year, 1988–97 (manufacturing, same firm in 1988 as in
1987 = 100)
Figure 9. Manufacturing: relative mean earnings according to labour force status
in the previous year, 1988–97 (manufacturing, same firm = 100)






























































The weakest earnings trend is observed for those having been hired among the
unemployed, and their earnings seem to increasingly lag behind the earnings also of
those entering the labour market from outside the labour force. While the relative
earnings of these entrants have remained roughly unchanged between 1988 and 1997
(about two-thirds of the monthly earnings of stayers), those of the unemployed reveal a
steadily declining trend, which was, however, suddenly reversed in 1997.
9 Whether this
is a temporary or a more permanent phenomenon remains an open question until more
recent data is available.
The same analysis for service sector employees is undertaken in Figures 10 and 11. The
earnings growth of stayers has been more moderate in the service sector than in
manufacturing, but this diverging trend started only in the post-recession period. As in
the manufacturing sector, within-sector movers have generally managed to obtain
considerable wage gains as compared to their staying colleagues. But opposite to the
situation in manufacturing, these wage gains show up during most of the investigated
time period. Another notable difference between the two sectors is that those having
shifted from a manufacturing job to a service sector job have also gained markedly from
their move. As shown in Figure 8 above, those moving in the opposite direction have
usually lost in wage terms compared to their staying colleagues. Obviously this
difference in outcomes is partly due to the types of jobs obtained by these between-
sector movers, but also to the gap in overall wage levels between the two sectors.
The relative earnings position of those recruited among the unemployed shows much
the same pattern as for those having flown from unemployment into manufacturing
jobs, including the sudden change in 1997. But because of more moderate earnings
growth in the service sector as compared to the manufacturing sector, the relative
earnings position of these ex-unemployed has worsened less in the service sector than in
manufacturing. Finally, those having been recruited from outside the labour force have
usually fared much better both when compared with their ex-unemployed colleagues
10
and when compared with their counterparts having entered the manufacturing sector.
11
                                                          
9 Adjusting the months worked to the registered months in unemployment (see footnote 7 above) pushes
the earnings curve of the ex-unemployed above that of the labour market entrants, but nevertheless retains
it below the earnings curves of the previously employed. Comparing the six workforce categories based
on median instead of mean earnings levels causes only marginal changes in the overall patterns for
relative earnings levels and growth rates. The most notable change is a shift of the relative position of
those having moved to a manufacturing job from some other sector, closer to that of movers from the
service sector. See Figures A1 and A2 of the Appendix.
10 If using adjusted instead of unadjusted monthly earnings, the earnings curve of the ex-unemployed
shifts close to that of labour market entrants.
11 The same information based on median instead of mean earnings is presented in Figures A3 and A4 of
the Appendix. The difference in outcomes is minor.24
Figure 10. Service sector: relative mean earnings according to labour force status
in the previous year, 1988–97 (service sector, same firm in 1988 as in
1987 = 100)
Figure 11. Service sector: relative mean earnings according to labour force status
in the previous year, 1988–97 (service sector, same firm = 100)






























































The same exercise is repeated for retail trade in Figures 12 and 13, and for hotels and
restaurants in Figures 14 and 15. Those having stayed in the same firm for another year
have seen their earnings grow at more or less the same rate irrespective of whether
having been employed in retail trade or in hotels and restaurants. Moreover, the
earnings curve of these stayers looks much the same as for the service sector as a whole,
which is also to be expected in view of the centralised wage-setting institutions
characterising the Finnish labour market.
Those having moved to work for another firm engaged in retail trade have almost
persistently experienced a slightly weaker growth in earnings compared with their
staying colleagues. In hotels and restaurants, in contrast, the difference in earnings
growth between stayers and within-industry movers has mostly been negligible, expect
for the boom years at the turn of the decade 1980/90 and the initial recovery period.
Opposite to within-industry movers, those having moved into retail trade from some
other service industry or from outside the service sector have mostly managed to obtain
notably higher earnings as compared to those who have continued to work for the same
firm. In hotels and restaurants, on the other hand, such moves have only occasionally
granted higher earnings than for those continuing in the industry, either for the same or
for some other firm.
Finally, in contrast to the service sector as a whole, the difference between those
recruited among the unemployed and those recruited among labour market entrants has
been minor throughout the investigated years. Moreover, in both retail trade and hotels
and restaurants the earnings of these previously non-employed have grown at
approximately the same rate as the earnings of those having stayed in the industry. As a
consequence, also their relative earnings position has remained roughly unchanged. In
retail trade the earnings level of these previously non-employed has been some 25–30%
below the earnings level of stayers, while the corresponding wage gap in hotels and
restaurants has been slightly smaller, about 20–25% below the earnings of stayers.
12
In addition to earnings levels, it is also of interest to compare the spread in earnings
between the four sectors/industries and the six workforce categories. The result from
calculating for each of them the ratio between the 90
th percentile and the 10
th percentile,
the D90/D10-ratio, is presented in Figures A9 to A12 of the Appendix.
                                                          
12 Repeating these comparisons based on median instead of mean earnings produces, once again,
approximately the same results (see Figures A5–A8 of the Appendix).26
Figure 12. Retail trade: relative mean earnings according to labour force status in
the previous year, 1988–97 (retail trade, same firm in 1988 as in 1987
= 100)
Figure 13. Retail trade: relative mean earnings according to labour force status in
the previous year, 1988–97 (retail trade, same firm = 100)


































































Figure  14. Hotels and restaurants: relative mean earnings according to labour
force status in the previous year, 1988–97 (hotels and restaurants, same
firm in 1988 as in 1987 = 100)
Figure  15. Hotels and restaurants: relative mean earnings according to labour
force status in the previous year, 1988–97 (hotels and restaurants, same
firm = 100)


































































When comparing those who have stayed in the same firm for another year, the
dispersion in earnings turns out to be lowest in hotels and restaurants, followed by retail
trade. Both service industries also display a slight increase in the earnings dispersion of
stayers. A weak upward trend is discernible in hotels and restaurants since the early
1990s, but in retail trade only after the recession years. Earnings dispersion among
stayers is clearly higher in manufacturing and highest in the service sector. A higher
spread in earnings in broad sectors as compared to single industries is only to be
expected, though, and the service sector showing the highest dispersion is largely an
indication of its greater heterogeneity compared to manufacturing. And opposite to the
two service industries, in both sectors earnings dispersion among stayers has rather been
decreasing than increasing.
In retail trade the spread in earnings has persistently been slightly higher among within-
industry movers than among stayers, but the overall trend has been roughly the same. A
higher spread in earnings among within-industry movers dominates also in hotels and
restaurants, but the fluctuations over time reveal no trend whatsoever. The spread in
earnings is considerably higher among those having been recruited from other service
industries or from outside the service sector. Certainly this is at least partly attributable
to smaller numbers of observations in these categories when going down to two- and
three-digit industry levels, especially when it comes to outside-sector inflows. But this
finding may also reflect a larger heterogeneity among these hires with respect to both
individual and job characteristics.
An even larger spread in earnings among movers is observed for the service sector as a
whole, and there seems to be no distinct trend in the calculated annual D90/D10-ratios.
In manufacturing, in contrast, the difference in earnings dispersion between stayers and
movers is much smaller, except for hires among those employed in some other sector
than manufacturing and services. Also here it is difficult to point to clear trends over the
investigated time period.
The spread in earnings among those having been recruited from the pool of unemployed
and from outside the labour force reveals interesting similarities and dissimilarities
across the two sectors and the two industries. In retail trade earnings dispersion among
these two workforce categories has remained very close to that of stayers. This also
holds for the manufacturing sector. In hotels and restaurants and particularly in the
service sector as a whole, on the other hand, earnings dispersion among ex-unemployed
and especially among labour market entrants has come down to a level close to that of
stayers only in more recent years.29
5.  Entering position in the earnings distribution
These marked differences in earnings levels, earnings growth rates and earnings
dispersion across workforce categories within the same sector/industry but also between
sectors/industries for the same workforce category point to substantial variation in the
earnings level at which the new hires enter their new jobs. One way of shedding some
light on this issue is to calculate the spread in the relative entering earnings position of
the six workforce categories.
More precisely, the workforce of each year and sector/industry is ranked according to
the size of the employees’ monthly earnings and divided into ten groups each embracing
10% of the workforce (deciles). The relative position of each employee is then
contrasted against his/her labour force status in the previous year, which gives the
distribution across deciles of each workforce categories. In other words, the focus is on
uncovering the flow within each category into the different parts of the earnings
distribution – the relative “entering position” – rather than calculating the distribution of
each category within the different deciles. This section presents the outcome from such
an exercise with the emphasis on low-paid and high-paid entering positions.
Figures 16 to 19 display, separately for the two sectors and the two industries, the
relative share of each workforce category located in the lowest end of the earnings
distribution, here defined to comprise the three lowest deciles. The corresponding
information when restricting the analysis to the lowest 10% of the earnings distribution
is provided in Figures A13 to A16 of the Appendix.
A common feature of manufacturing, services, retail trade, and hotels and restaurants is
that the relative share of those with an entering position placing them among the 30% of
the workforce with the lowest earnings, is very similar for those having stayed in the
same sector/industry either with the same or with another firm. In manufacturing, the
absolute level of this share has for most of the investigated time period stayed below
30%, indicating that these two workforce categories are generally under-represented in
low-paid manufacturing jobs. Moreover, this favourable outcome seems to have
strengthened especially for those who in the post-recession period moved to work for
another manufacturing firm. In the service sector, in contrast, such an under-
representation characterises those having stayed with the same firm for another year
rather than their firm-changing colleagues. Much the same pattern emerges for the two
service sector industries, albeit the under-representation of stayers and within-industry
movers has almost persistently been somewhat stronger in hotels and restaurants than in
retail trade. In retail trade, on the other hand, the post-recession period points to a30
steadily decreasing flow into low-paid positions of both stayers and their firm-changing
counterparts.
13
Those having changed from a non-manufacturing to a manufacturing job reveal an
increasing tendency of flowing into lower-paid positions. The relative entering position
of those shifting from a non-service industry improved only temporarily at the turn of
the decade 1980/90, and has ever since worsened steadily; of those hired in 1997 close
to 50% entered a low-paid position. A clear but slightly more moderate worsening is
discernible in the relative entering position of those coming from a service sector job.
Figure A13 in the Appendix shows that this worsening goes all the way down to the
lowest 10% of the earnings distribution.
The situation of hires into the service sector turns out to be completely different. The
flow of outside-sector hires into the lower end of the earnings distribution has been very
balanced irrespective of boom and recession years (Figure 17). Indeed, the time trend
points to a decreasing rather than an increasing share of low-paid positions especially
among those having shifted from a manufacturing job into a service sector job. And
again this trend is reflected also at the very bottom end of the earnings distribution
(Figure A14 of the Appendix).
This favourable trend in the relative entering position of those moving from the
manufacturing sector is particularly outstanding in retail trade (Figure 18). In hotels and
restaurants, in contrast, these ex-manufacturing workers have almost persistently been
over-represented among those having flown into a low-paid job, albeit the trend seems
to have turned downward towards the end of the investigated time period (Figure 19).
Those recruited into retail trade from some other service sector industry have in the
post-recession years seen a steady weakening in their relative entering position with an
increasing share flowing into low-paid jobs. The same trend is observable in hotels and
restaurants, but here it is rather a return to the unfavourable situation of these hires that
prevailed also before the recession.
A large majority of those recruited among the non-employed enter a low-paid job. Of
those going into the manufacturing sector, three out of four have started in the lower end
of the earnings distribution. While this situation has prevailed among those coming
from outside the labour force, irrespective of boom and recession, the relative entering
position of the unemployed started to worsen further in the post-recession period. After
                                                          
13 The same pattern emerges when analysing the lowest 10% instead of the lowest 30% of the earnings
distribution. See Figures A13–A16 of the Appendix.31
the peak in 1996, when almost 85% of those recruited among the unemployed entered a
low-paid job, the situation seems to have “normalised”, however.
The relative entering position of those non-employed moving into a service sector job
looks slightly more favourable. Except for the peak in 1996, some 70% of those
recruited among the unemployed have been given a low-paid job, a share that is
somewhat smaller than for the manufacturing sector. Among those coming from outside
the labour force, a decreasing share was entering low-paid positions, but only up to
1992, after which it has climbed back to some 65%. However, compared to
manufacturing this is still a 10 percentage points lower number.
Retail trade differs from the service sector as a whole in at least two respects. First, a
higher share of the non-employed has entered a low-paid position. Indeed, this share is
very close to that observed for manufacturing, or some 75%. Second, the situation has
been very similar for unemployed and labour market entrants, except for 1997 which
points to a clear improvement in the relative entering position of unemployed having
managed to get a job in retail trade. This latter observation also holds for hotels and
restaurants. But opposite to retail trade, the over-representation of the non-employed in
low-paid positions is less strong with, broadly speaking, some 60–65% having entered
the lower end of the industry’s earnings distribution.
Notable differences across the two sectors and the two industries show up also when
examining the flow of non-employed into the lowest decile instead of the three lowest
deciles of the earnings distribution (Figures A13–A16 of the Appendix). Here
manufacturing stands out as the clearly worst alternative, followed by the service sector.
Compared to the service sector as a whole, hotels and restaurants turn out to be a better
alternative for the non-employed, with retail trade falling in-between.
The entering positions analysed in Figures 16–19 are based on, respectively, within-
sector and within-industry calculations. If instead taking the whole-economy
distribution of wage and salary earners as the point of departure, the outcome for the
two service sector industries and especially for their hires among the non-employed
looks considerably worse. This is because now also the relative earnings level of the
industry is accounted for. When using this framework, nine out of ten non-employed
recruited into retail trade have entered a low-paid job. In hotels and restaurants the
corresponding share has in more recent years exceeded 80%.
14
                                                          
14 The change in outcomes is much smaller for the two sectors as the influence of the relative earnings
level is much weaker for broad sectors with an earnings distribution close to the whole-economy
dispersion in earnings as compared to outstanding low-pay and high-pay industries. See Figures A17–
A24 of the Appendix.32
Figure 16. Manufacturing: share of those having entered the lowest 30% of the
sector’s earnings distribution, by labour force status in the previous
year, 1988–97
Figure  17. Service sector: share of those having entered the lowest 30% of the
sector’s earnings distribution, by labour force status in the previous
year, 1988–97






































































Figure  18. Retail trade: share of those having entered the lowest 30% of the
industry’s earnings distribution, by labour force status in the previous
year, 1988–97
Figure 19. Hotels and restaurants: share of those having entered the lowest 30% of
the industry’s earnings distribution, by labour force status in the
previous year, 1988–97










































































When repeating the same analysis with the focus turned to those having managed to
enter a high-paid position, here defined as the highest 30% of the earnings distribution,
the outcome looks like Figures 20 to 23. In both sectors and industries, those having
stayed in the same firm for another year seem to be slightly over-represented at this end
of the earnings distribution. Moreover, this tendency comes out most strongly in hotels
and restaurants.
The within-sector movers in manufacturing display an inflow pattern that is consistent
with the fluctuations in their relative mean earnings, as shown in Figure 8 above. The
improvement and weakening in their mean earnings relative to their staying colleagues
now get an explanation in the form of increases and decreases in the share among them
having obtained a high-paid position due to their change of firm. For instance, in 1996
almost one-half of them entered a manufacturing job that placed them among the
highest-paid in the sector.
In the service sector, on the other hand, those having moved to work for another service
sector firm show, at most, only a slight over-representation when it comes to higher-
paid jobs. The difference between stayers and movers within the sector is, in effect,
quite small, except for a temporary trend break in 1995. In retail trade the similarity
between stayers and, in this case, within-industry movers is even more outstanding,
whereas the situation in hotels and restaurants rather reminds of that in manufacturing
with fairly large fluctuations depending on the activity level of the economy.
Those recruited from outside the manufacturing sector have, especially in the post-
recession period, fared much worse than those having moved within the sector. Again
the situation is more or less the opposite in the service sector, where especially those
previously in manufacturing have in large proportions been recruited into higher-paid
service sector jobs.
In retail trade, those recruited from outside the industry have persistently been
overrepresented among entrants into higher-paid positions. Also here ex-manufacturing
workers have experienced an increasingly favourable situation in post-recession years.
Simultaneously the relative entering position has weakened for those having moved to
work in retail trade from some other service sector industry. In hotels and restaurants, in
contrast, those recruited from outside the industry have usually managed to obtain
higher-paid positions to a smaller extent than the within-industry movers. Furthermore,
the situation of these “outsiders” turns out to have changed only marginally over the
investigated time period.35
Figure 20. Manufacturing: share of those having entered the highest 30% of the
sector’s earnings distribution, by labour force status in the previous
year, 1988–97
Figure 21. Service sector: share of those having entered the highest 30% of the
sector’s earnings distribution, by labour force status in the previous
year, 1988–97






























































Figure  22. Retail trade: share of those having entered the highest 30% of the
industry’s earnings distribution, by labour force status in the previous
year, 1988–97
Figure 23. Hotels and restaurants: share of those having entered the highest 30%
of the industry’s earnings distribution of all employees, by labour force
status in the previous year, 1988–97


































































When finally looking at the non-employed, their possibilities to enter higher-paid
positions have throughout been small and have also remained small despite of booms
and recessions. Their entering situation is most unfavourable in manufacturing with
only some 5% of those recruited among the non-employed flowing into the highest 30%
of the sector’s earnings distribution. A slightly higher portion, or some 10%, is obtained
for the service sector, retail trade, and hotels and restaurants.
15
6.  Employment stability
This section, finally, reports on the results from a simple attempt to uncover potential
differences in the employment stability across individuals differing in their previous
labour force status. For this exercise the workforce is divided on a slightly cruder basis
than in the analyses undertaken in the previous sections. Here a distinction is made
between four categories: (1) stayers representing those continuing in the same firm for
another year; (2) movers embracing all employed who, in the next year, are observed to
work for another firm either in the same or in a different industry/sector; (3) ex-
unemployed covering those recorded as unemployed in the previous year; and (4) labour
market entrants comprising those recorded as having been outside the labour force in
the previous year.
The analysis of each individual’s employment stability extends over the two years
following upon the year when the individual is observed to work in the manufacturing
sector, in the service sector, in retail trade, or in hotels and restaurants. A number of
possible outcomes are examined and compared for the four workforce categories under
study: the individual remains employed over the next two years; the individual
circulates between non-employment and employment; and the individual fails in getting
a new job after a year in unemployment or outside the labour force. The alternative
outcomes identified and their relative frequency in the four workforce categories are
shown in Tables 5 to 8.
Those having continued to work in the same manufacturing firm reveal a very high
probability of remaining employed (anywhere in the economy) also over the next two
years (Table 5). Their employment stability weakened temporarily during the recession
years, but returned quickly to pre-recession levels when the recovery started. The same
overall trend is discernible among within-sector and between-sector movers, albeit
                                                          
15 If making the same comparison based on the whole-economy earnings distribution, the situation looks,
of course, much worse, particularly for non-employed recruited into retail trade or hotels and restaurants.
See Figures A25–A28 of the Appendix.38
along a slightly weaker employment stability line. The probability of remaining
employed also over the next two years is substantially lower for those recruited among
the non-employed. Furthermore, it dropped dramatically during the recession, more for
those recruited among the unemployed, but recovered quickly, again at a more rapid
pace among these ex-unemployed, and soon even exceeded pre-recession levels.
Table  5. Manufacturing: employment stability by labour force status in the
previous year, 1988–97, %


















Manufacturing, same firm in year t–1 and year t:
Employed Employed 88.9 82.9 77.1 77.9 83.5 87.7 88.1 89.2
Unemployed Employed 0.8 0.9 2.5 2.1 2.3 1.0 0.9 1.3
Unemployed Unemployed 0.4 1.0 4.1 5.1 3.4 2.3 2.3 2.5
Employed in year t–1; change of firm within or into manufacturing in year t:
Employed Employed 85.5 79.5 72.8 75.1 78.9 82.5 85.5 87.7
Unemployed Employed 1.3 1.3 3.3 2.0 3.7 1.9 1.5 2.0
Unemployed Unemployed 0.8 1.6 5.6 6.2 4.8 3.2 3.1 2.2
Unemployed in year t–1; manufacturing job in year t:
Employed Employed 65.0 45.8 40.2 38.5 54.9 63.6 67.3 69.6
Unemployed Employed 5.5 6.1 8.4 7.7 12.6 7.3 7.0 7.3
Unemployed Unemployed 5.4 11.7 20.4 28.1 13.9 9.8 9.1 8.4
Left labour force Employed 2.6 2.0 1.6 1.6 1.5 2.0 1.3 1.6
Left labour force Left labour f. 3.0 2.9 4.5 4.2 4.0 2.4 1.7 2.0
Outside the labour force in year t–1; manufacturing job in year t:
Employed Employed 57.9 46.8 44.3 47.6 53.2 56.6 59.9 62.6
Unemployed Employed 1.8 2.2 4.8 4.1 5.1 3.8 4.0 5.2
Unemployed Unemployed 1.3 3.0 6.8 7.6 4.6 4.3 4.2 3.2
Left labour force Employed 9.5 8.0 5.7 5.3 7.9 7.9 5.9 6.9
Left labour force Left labour f. 11.6 13.6 13.5 13.5 13.1 11.9 10.0 9.2
The probability of entering a circle of employment and unemployment is highest among
those recruited among the unemployed and lowest among the stayers. A common
feature of the four workforce categories, however, is that this particular risk increased
markedly during the recession and has, moreover, remained at a notably higher level39
compared to the pre-recession situation. Another common feature is that the risk of
remaining unemployed for at least one more year, instead of finding a new job, has been
considerably higher for most of the investigated time period. This indicates that the
characteristics of those having flown into unemployment from a manufacturing job have
usually been in low demand in the Finnish labour market of the 1990s.
16
Finally, a rather small and declining share of those recruited among the unemployed has
left the labour force after one year in a manufacturing job. This probability is
substantially higher among those recruited from outside the labour force, but declining
as well. Both groups of non-employed reveal, however, a much higher probability of
leaving the labour force for a longer period than of re-entering the labour market already
in the next year. Hence, unemployed seem to be more likely to return to unemployment,
when no job is to be found, while labour force “outsiders” are more likely to return to a
life outside the labour force when employment prospects are bad. But irrespective of the
kind of non-employment that follows upon the manufacturing job, the probability of
returning into working life is generally lower than the risk of remaining among the non-
employed for another year.
17
The outcome from corresponding calculations for the service sector is presented in
Table 6. For stayers and movers the overall patterns and trends are remarkably similar
to those in the manufacturing sector. The probability of remaining employed over the
next two years is higher for stayers than for movers, but both experienced a
considerable weakening in their employment stability prospects during the recession.
This drop was particularly strong among those moving within or into the service sector,
and they are still lagging behind their counterparts in manufacturing. The risk of
becoming unemployed is moderate despite an increase during the recession years and a
tendency of persistently higher risk levels during the post-recession years. And if
becoming unemployed, then the risk of continuing in unemployment is somewhat
higher that the probability of finding a new job.
Unemployed having been recruited into a service sector job face a markedly lower
probability of staying employed compared to their counterparts having entered the
manufacturing sector. Conversely, their risk of returning into unemployment has been
                                                          
16 For further details, see e.g. Asplund (2000b).
17 In this context it might be worthwhile to remind about one shortcoming of the data used, viz. that all
information on the individual’s labour force status concerns a single point during the year. Year-to-year
comparisons thus say nothing about the individual’s labour market experience between these specific
points in time. The reported probabilities of remaining employed may consequently be overestimates, if
shorter spells of non-employment have been frequent. These probabilities should, in other words, be
looked upon as “upper bounds”. The same reasoning applies to the risks of non-employment, which are
overestimates, if shorter employment spells have occurred. These risks then set the “lower bounds”.40
considerably higher, as has been their risk of circulating between employment and
unemployment and of seeing their unemployment spells extend over at least two years.
They also face a higher risk of leaving the labour force. But just as for their counterparts
employed into manufacturing, the risk of remaining non-employed for another year is
clearly higher than the chance of finding a new job.
Table  6. Service sector: employment stability by labour force status in the
previous year, 1988–97, %


















Service sector, same firm in year t–1 and year t:
Employed Employed 88.0 85.7 82.8 79.7 81.4 85.6 87.1 88.8
Unemployed Employed 0.5 0.6 1.2 1.4 2.0 1.2 1.0 0.9
Unemployed Unemployed 0.2 0.5 1.6 3.1 2.7 1.9 1.6 1.4
Employed in year t–1; change of firm within or into the service sector in year t:
Employed Employed 83.5 79.7 70.1 69.3 72.5 79.5 83.6 84.7
Unemployed Employed 1.1 1.1 3.2 3.1 4.4 2.2 1.6 2.2
Unemployed Unemployed 0.5 1.0 4.2 6.2 4.9 2.9 2.4 2.4
Unemployed in year t–1; service sector job in year t:
Employed Employed 56.7 47.3 33.8 26.9 29.5 42.0 48.5 50.0
Unemployed Employed 6.8 6.8 9.3 9.5 14.2 13.4 10.7 12.4
Unemployed Unemployed 6.4 11.8 22.4 33.8 31.0 19.2 17.0 16.2
Left labour force Employed 3.8 2.7 1.7 1.3 1.9 2.7 2.8 2.3
Left labour force Left labour f. 6.2 5.9 6.0 5.2 5.2 4.9 3.9 3.5
Outside the labour force in year t–1; service sector job in year t:
Employed Employed 55.7 51.6 47.4 45.5 49.5 55.2 56.7 59.4
Unemployed Employed 1.6 1.8 3.2 3.9 5.4 4.5 3.9 4.2
Unemployed Unemployed 0.9 1.4 4.1 7.1 5.3 3.5 3.3 2.9
Left labour force Employed 10.7 8.4 6.2 5.0 6.7 7.4 8.5 7.4
Left labour force Left labour f. 14.7 15.0 15.6 13.9 14.2 13.0 12.3 11.3
For those recruited from outside the labour force the difference between the two sectors
in the probability of remaining employed has mostly been small or negligible. This also
holds for the calculated risks of either entering a circle of employment and non-41
employment or of remaining locked in unemployment or outside the labour force for at
least one more year.
The outcome for stayers and movers is very similar in retail trade and the service sector
as a whole. The only outstanding difference is a slightly lower probability of retail trade
employees of remaining employed and, conversely, a somewhat higher risk of flowing
into unemployment. (Cf. Tables 6 and 7.)
Table 7. Retail trade: employment stability by labour force status in the previous
year, 1988–97, %


















Retail trade, same firm in year t–1 and year t:
Employed Employed 86.1 82.6 77.9 73.0 73.8 78.3 82.1 83.8
Unemployed Employed 0.9 0.9 1.6 1.8 2.6 1.8 1.5 1.3
Unemployed Unemployed 0.5 0.7 2.1 4.3 4.6 3.9 3.0 2.5
Employed in year t–1; change of firm within or into retail trade in year t:
Employed Employed 82.6 77.5 71.2 65.6 70.2 75.0 76.6 81.6
Unemployed Employed 1.2 1.6 2.7 3.5 4.3 3.5 2.6 2.1
Unemployed Unemployed 0.3 1.1 2.8 6.7 5.2 4.5 3.5 3.6
Unemployed in year t–1; retail trade job in year t:
Employed Employed 66.6 60.4 46.2 37.2 43.5 55.9 56.6 65.3
Unemployed Employed 4.5 4.6 8.0 7.4 11.4 8.8 6.9 6.9
Unemployed Unemployed 2.9 6.0 11.3 26.1 20.7 9.1 11.2 7.0
Left labour force Employed 4.3 2.0 1.7 3.4 2.3 4.3 3.9 2.7
Left labour force Left labour f. 4.3 6.0 6.4 5.4 5.7 3.5 4.1 3.9
Outside the labour force in year t–1; retail trade job in year t:
Employed Employed 55.3 47.9 42.8 44.6 49.4 52.4 52.7 56.5
Unemployed Employed 1.8 1.3 3.2 3.6 5.8 3.2 3.5 3.1
Unemployed Unemployed 0.7 0.9 2.8 5.1 3.7 3.6 3.0 1.6
Left labour force Employed 11.6 9.9 7.2 5.5 7.2 8.5 9.2 8.7
Left labour force Left labour f. 14.7 17.6 19.0 17.5 15.0 13.5 13.2 13.4
Unemployed going into retail trade, in contrast, face a probability of remaining
employed that is higher than the average for the service sector. Conversely, they have a
lower than service-sector-average risk of returning into unemployment. Simultaneously42
their probability of leaving the labour force after one year in retail trade employment
has mostly been higher than for the service sector as a whole. The outcome for those
recruited from outside the labour force differs in that they have a lower than service-
sector-average probability of remaining employed. Otherwise their situation is identical
to that of the ex-unemployed; that is, they have a lower than service-sector-average risk
of becoming unemployed and a higher than service-sector-average risk of leaving the
labour force. In other words, compared to the service sector as a whole, non-employed
recruited into retail trade are more likely to leave the labour force and less likely to
become unemployed when their employment terminates.
Inside retail trade, the pattern from manufacturing and services is repeated, though, with
ex-unemployed facing a higher risk of returning to unemployment and “ex-outsiders”
having a higher risk of again leaving the labour force. And both groups reveal a higher
risk of continuing in non-employment than of re-entering the labour market.
Stayers and movers experience the weakest probability of remaining employed also
over the next two years if the employing firm is engaged in hotels and restaurants. Still
in the mid-90s, this probability was under 80%, which is far below the service sector
average. Accordingly they have also faced a higher risk of becoming unemployed
compared both with retail trade and the service sector as a whole. Indeed, the
unemployment risk of those having moved within or into hotels and restaurants has
mostly been quite close to and occasionally even higher than the corresponding risk
among those recruited into the industry from outside the labour force.
As in retail trade, those recruited among the unemployed have a clearly higher than
service-sector-average probability of remaining employed over the next two years, at
least. As high levels as in retail trade it does not reach, though. Another feature in
common with retail trade is that those recruited from outside the labour force face a
clearly lower than service-sector-average probability of staying employed. And again
this probability is even lower than in retail trade. Hence, while in the service sector as a
whole the probability of remaining employed is higher for those recruited from outside
the labour force than for those recruited among the unemployed, the situation is the
opposite in retail trade and hotels and restaurants. Possibly the fairly good employment
prospects of unemployed in these two service sector industries are due to the industries
offering relatively low-paid positions, and especially to non-employed. Or then the
favourable outcome is mainly due to data shortcomings concealing relatively more short43
employment and unemployment spells in these industries.
18 This would definitely
deserve further research.
Table 8. Hotels and restaurants: employment stability by labour force status in
the previous year, 1988–97, %


















Hotels and restaurants, same firm in year t–1 and year t:
Employed Employed 84.4 76.9 68.0 62.8 65.0 72.5 77.3 79.3
Unemployed Employed 1.3 1.4 3.4 3.4 5.5 3.1 2.5 2.5
Unemployed Unemployed 0.6 0.9 4.0 6.8 7.0 5.0 3.3 2.9
Employed in year t–1; change of firm within or into hotels and restaurants in year t:
Employed Employed 78.3 70.5 59.3 55.6 62.8 69.5 74.4 76.0
Unemployed Employed 1.4 2.1 5.7 5.0 6.1 4.4 4.3 3.8
Unemployed Unemployed 0.7 1.5 5.7 8.8 7.2 4.3 3.8 4.2
Unemployed in year t–1; hotel and restaurant job in year t:
Employed Employed 59.6 51.2 36.7 30.2 33.4 48.2 51.6 51.3
Unemployed Employed 6.3 4.6 7.1 10.0 10.9 10.4 7.9 9.9
Unemployed Unemployed 5.6 11.3 16.4 24.6 21.2 11.9 12.2 12.1
Left labour force Employed 4.5 2.8 2.5 1.1 2.1 2.8 3.2 2.4
Left labour force Left labour f. 5.2 4.1 7.8 5.3 6.1 6.1 4.6 4.6
Outside the labour force in year t–1; hotel and restaurant job in year t:
Employed Employed 56.3 44.1 37.7 41.6 45.7 45.6 50.5 50.7
Unemployed Employed 2.2 2.6 3.9 4.8 4.7 6.8 4.8 4.6
Unemployed Unemployed 0.4 1.3 5.1 8.5 5.2 6.5 4.2 2.7
Left labour force Employed 9.7 9.8 6.4 6.4 8.4 5.8 9.8 10.1
Left labour force Left labour f. 12.3 15.7 16.7 13.4 16.4 13.4 12.7 12.3
The differences between retail trade and hotels and restaurants when it comes to the
risks of the previously non-employed of returning to non-employment after, at most, a
one-year employment spell, are mostly small. The above conclusions for retail trade
concerning patterns and trends within the industry and compared to the service sector as
a whole, may thus be repeated for hotels and restaurants.
                                                          
18 See the discussion in footnote 17 above.44
7. Concluding remarks
The analysis reported in this paper adds to previous evidence on the substantial impact
that the technological explosion in the 1990s has had on manufacturing employment. In
addition it highlights an issue on which there is considerably less knowledge, viz. the
dynamics in service sector employment. By further comparing the two sectors,
interesting similarities and dissimilarities emerge, especially when it comes to the post-
recession years.
In manufacturing the recovery period has produced two groups of winners: those having
managed to continue to work for the same firm and those having moved to work for
another manufacturing firm. The stayers have, on average, been able to maintain both
relatively high earnings and earnings growth rates in combination with growing under-
representation in low-paid jobs. An even more favourable situation is, however,
observed among their moving colleagues. The risk of these within-sector movers of
entering a low-paid job has decreased markedly at the same time as their probability of
entering a high-paid job has improved. This, in turn, explains why they have beaten
their staying colleagues in terms of both mean earnings and earnings growth.
Simultaneously a thinning flow of between-sector movers has to an increasing extent
entered low-paid manufacturing jobs.
These trends within manufacturing reveal some of the depth of the ongoing
restructuring process. The favourable earnings development of stayers and within-sector
movers is largely a result of profound “cleansing” of the labour force and intensified
demand and thus competition for labour with a high education and specialist skills.
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Those working outside manufacturing seem to mostly lack these capabilities as the
interest of manufacturing firms in this part of the labour force has declined continuously
and, if employed, they have often entered a low-paid job.
Much the same situation is observed for the service sector with the winners being the
stayers and the within-sector movers. The difference between the two workforce
categories is, however, notably more moderate in the service sector. There is at least one
conspicuous difference between manufacturing and services, though. While in both
sectors the hires among those employed outside the sector have diminished
substantially, those having been recruited into the service sector have generally
continued to fare quite well and especially those with experience from the
manufacturing sector. This latter category has to an increasing extent managed to
                                                          
19 For an analysis of the “cleansing” process with mostly older and less-skilled flowing into non-
employment, see e.g. Asplund (2000b). The recruitment strategy of manufacturing firms is analysed in
e.g. Asplund (2001). In both studies account is also made for the technological level and the size of firms.45
occupy high-paid positions in the service sector. Obviously this relates to the rapid
technological development especially in knowledge-intensive service businesses and the
extended outsouring from and co-operation arrangements with manufacturing firms.
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The same winners can be found in retail trade and hotels and restaurants, albeit the
differences between the workforce categories usually stand out as slightly larger in
hotels and restaurants. There is one major exception to this similarity, though, which
concerns ex-manufacturing workers, who prove to have fared increasingly well when
entering retail trade jobs. They have been considerably less successful when going into
hotels and restaurants. On the other hand, a common feature of the two industries is a
declining interest for those working in some other service sector industry, which is
furthermore reflected in a steady weakening in the relative entering position of such
hires. Explaining these trends would require an in-depth analysis of the restructuring
that has taken place in the two industries over the past decade. This is, however, out of
the scope of the present paper.
The non-employed face the weakest position, and the difference between the
unemployed and those outside the labour force is in this respect minor. Their mean
earnings are substantially lower than for the other workforce categories, which is due to
most of them entering low-paid jobs. Moreover, this pattern has been retained over
booms and recessions; the adjustments to changes in the economic activity level have
occurred primarily in the relative number of hires among them, possibly because the
wage flexibility option has already been emptied. Going into a manufacturing job stands
out as the worst alternative. However, when also accounting for differences in relative
earnings between sectors and industries, retail trade and hotels and restaurants overtake
this jumbo position.
The disadvantaged entering position of most non-employed definitely deserves further
investigation. The crucial question then is: What happens to them after they have
entered a low-paid job? Do they manage to stay employed and, if so, do they remain
low-paid or do they tend to get better-paid jobs? Or do they face a high risk of returning
into non-employment for shorter or longer periods?
This paper has presented the outcome from a simple attempt to provide provisional
answers to at least some of these questions. The patterns and trends that emerge are not
encouraging. The non-employed have the lowest probability of remaining employed
over the next two years. Conversely, they face the highest risk of returning into non-
employment, and their risk of being locked there for a longer period is clearly higher
                                                          
20 See e.g. Leiponen (2000a,2000b).46
than their chances of re-entering the labour market. Moreover, this overall pattern is
repeated in manufacturing and services as well as in retail trade and hotels and
restaurants. Consequently it can be taken as a further indication of the profound
restructuring that the Finnish labour market has undergone in the 1990s and that seems
to have deepened the gap between those with a strong and those with a weak attachment
to the labour market.
The results reported in this paper point in several directions for further research. First,
the role in the recruitment process of individual characteristics – especially education,
age and sex – needs to be sorted out. And this analysis should, when possible, be
complemented with firm-specific information. Here the recruiting firm’s technological
intensity and size are of particular interest, since high-tech firms as well as small firms
are nowadays often argued to be the real engine in the creation of new jobs. Special
attention should thereby be paid to those entering low-paid jobs in order to uncover
factors that seem to hamper or ease their upward mobility in the earnings distribution.
One important aspect that so far has received only limited attention is the effect of
further education and training on these prospects. Finally, looking merely at the
recruitment side might prove to be an all too narrow perspective. Equally important as
the flow into the labour market is the flow out from it, as are also the background
factors – individual as well as firm specific – affecting the observed patterns.
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Appendix
Figure  A1. Manufacturing: relative median earnings according to labour force
status in the previous year, 1988–97 (manufacturing, same firm in 1988
as in 1987 = 100)




























Figure A2. Manufacturing: relative median earnings according to labour force
status in the previous year, 1988–97 (manufacturing, same firm = 100)
Figure  A3. Service sector: relative median earnings according to labour force
status in the previous year, 1988–97 (service sector, same firm in 1988
as in 1987 = 100)






























































Figure  A4. Service sector: relative median earnings according to labour force
status in the previous year, 1988–97 (service sector, same firm = 100)
Figure A5. Retail trade: relative median earnings according to labour force status
in the previous year, 1988–97 (retail trade, same firm in 1988 as in
1987 = 100)
































































Figure A6. Retail trade: relative median earnings according to labour force status
in the previous year, 1988–97 (retail trade, same firm = 100)
Figure A7. Hotels and restaurants: relative median earnings according to labour
force status in the previous year, 1988–97 (hotels and restaurants, same
firm in 1988 as in 1987 = 100)


































































Figure A8. Hotels and restaurants: relative median earnings according to labour
force status in the previous year, 1988–97 (hotels and restaurants, same
firm = 100)
Figure  A9. Manufacturing: earnings dispersion (D90/D10-ratio) by labour force
status in the previous year, 1988–97




























































Figure  A10. Service sector: earnings dispersion (D90/D10-ratio) by labour force
status in the previous year, 1988–97
Figure  A11. Retail trade: earnings dispersion (D90/D10-ratio) by labour force
status in the previous year, 1988–97


















































Figure A12. Hotels and restaurants: earnings dispersion (D90/D10-ratio) by labour
force status in the previous year, 1988–97
Figure  A13. Manufacturing: share of those having entered the sector’s lowest
earnings decile, by labour force status in the previous year, 1988–97

























































Figure  A14. Service sector: share of those having entered the sector’s lowest
earnings decile, by labour force status in the previous year, 1988–97
Figure  A15. Retail trade: share of those having entered the industry’s lowest
earnings decile, by labour force status in the previous year, 1988–97
































































Figure  A16. Hotels and restaurants: share of those having entered the industry’s
lowest earnings decile, by labour force status in the previous year,
1988–97
Figure A17. Manufacturing: share of those having entered the lowest 10% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97
































































Figure  A18. Service sector: share of those having entered the lowest 10% of the
earnings distribution of all employees, labour force status in the
previous year, 1988–97
Figure  A19. Retail trade: share of those having entered the lowest 10% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97
































































Figure A20. Hotels and restaurants: share of those having entered the lowest 10% of
the earnings distribution of all employees, by labour force status in the
previous year, 1988–97
Figure A21. Manufacturing: share of those having entered the lowest 30% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97




































































Figure  A22. Service sector: share of those having entered the lowest 30% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97
Figure  A23. Retail trade: share of those having entered the lowest 30% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97








































































Figure A24. Hotels and restaurants: share of those having entered the lowest 30% of
the earnings distribution of all employees, by labour force status in the
previous year, 1988–97
Figure A25. Manufacturing: share of those having entered the highest 30% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97
































































Figure A26. Service sector: share of those having entered the highest 30% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97
Figure  A27. Retail trade: share of those having entered the highest 30% of the
earnings distribution of all employees, by labour force status in the
previous year, 1988–97
























































Figure A28. Hotels and restaurants: share of those having entered the highest 30%
of the earnings distribution of all employees, by labour force status in
the previous year, 1988–97
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